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INTRODUCTION 
Taxation in a developing economy has to play an impor-
tant role not only as an instrument of development Finance but 
also to bring about a wider dispersal of the fruits of development 
by reducing inequalities in the distribution of income and wealth 
and to put an effective curb on the growth of demand in order 
that a condition of aggregate equilibrium in the economy is 
achieved. This is a difficult task indeed, especially in a develop-
ing economy in which according to Dr.Richard Goode the condition 
of an effective system of direct taxation do not exist. 
A more efficient and equitable tax system is one of the 
most important requirements for the fulfilment of India's national 
aspirations. The main purpose of personal taxation is to provide 
equity and fairness in the distribution of the tax burden in the 
community. Looking at the problem from the revenue side alone, 
it might be administratively, simpler to collect the given amount 
of revenue by taxes on transactions such as sales taxes, excise 
duties and custom duties etc. rather than by taxes levied on 
persons assessed according to some overall criterion (or criteria) 
of "ability to pay", on a graduated scale. But in a developing 
economy, privately owned wealth grows more rapidly and unevenly 
1. Goode, Richard: The individual Income Tax, The Brookings 
Institution, Washington, D.C. 1964. 
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than the income, and the indirect taxes which are generally 
regressive in nature, aggravate the problem of disparity unless 
it is corrected by suitably devised^  property taxation. 
The Equity Objective: 
Equity in taxation is taken to mean taxation in accor-
dance with "ability to pay", the "benefit" principle may be of 
specific usefulness in the case of certain taxation such as 
betterment levies in agriculture which are assessed specifically 
according to benefits conferred by public works--but is of little 
value as a general equity criterion in a situation where the 
specific benefits of the vast bulk of public sector expenditures 
can not be estimated. 
Three alternative principles for the equitable distri-
bution of direct money burden have been suggested: first the 
cost to the public authority of the services rendered to indivi-
tual tax payers, second, the benefit to individual tax payers 
2 
of such services and third, individual ability to pay taxation. 
2. H. Dalton, Principle of Public Finance; Allied publishers, 
New Delhi, Oct. 1978 p.61. 
There are two aspects of equity under the general 
heading of ability to pay; those tax-paying units with equal 
ability should contribute the same amount of taxes (horizontal 
equity), while those with greater ability should contribute more 
than those with lesser ability (vertical equity). 
Since John Stuart Mill, vertical equity has been viewed 
in terms of an equal-sacrifice prescription. Tax payers are said 
to be treated equally if their tax payments involve an equal 
3 
sacrifice or loss of welfare. The loss of welfare in turn is 
related to the loss of income. If the level of welfare as a 
function of income(i.e. the marginal utility of income 
schedule) is the same for all tax payers, the equal-sacrifice rule 
calls for people with equal income (or ability to pay) to contribute 
equal amounts of tax. Further people with different incomes should 
pay different amounts. The more difficult question is how these 
amounts should differ. To answer it, one must know the shape of 
the marginal utility of income schedule and even then the answer 
differs, depending on how the term "equal" is interpreted. 
It may be interpreted to mean equal absolute, equal proportional, 
or equal marginal(least total) sacrifice. 
The first, or horizontal, sense of equity provides for 
the equal treatment of tax-paying units in similar economic 
circumstances and has been stressed for India by the Taxation 
3. J.S. Mill: Principles of Political Economy, edited by W.J. 
Ashley, London! Longmans, 1921 p. 804 
4. Misgrave and Misgrave; Public Finance in Theory and Practice, 
3rd ed. McGraw-Hill K. Ltd. 1980, p.250 . 
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Enquiry Committee. The principle of equal treatment of equals 
must of course be modified by the structure of selective 
incentives to personal saving and investment to corporate invest-
ment in particular areas etc., and the principle may therefore 
be redefined to postulate that where such inequality is not a 
strategically selected part of tax policy, it must be avoided. 
The second and more controversial, aspect of equity 
it the treatment of persons and groups in its similar economic 
circumstances--the problem of equity in the vertical sense. There 
are three aspects of the problem of vertical inequalities: first 
inequalities of income, second, inequalities of wealth, which 
were aggravated by failure to moderate income disparities, and 
third inequalities of opportunity, which results from the failure 
to moderate income and health disparities and the inadequacy of 
taxation of interpersonal transfers. 
A constitutional commitment given in the Article 38 
of the Indian constitution expressed in the words. "To secure 
and promote a social order which stands for the welfare of the 
people; Proper distribution of the material resources of the community 
5. TEC/ 0pp. cit., Vol. I, p. 147 
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for the common good and prevention of concentration of wealth 
in a few hands" According to the Six five years plan"Strength-
ening the redistributive bias of public policies and services in 
favour of the poor contributing to a reduction in inequalities 
7 
of income and wealth" . We can no longer afford to leave the 
problem of equality to the automatic functioning of economic 
and social forces.... The demand that the instrument of taxation 
should be used as a means of bringing about a redistribution 
of: income more in consunance with social justice can not be kept 
. 8 
I n .itjeyance . 
The attainment of the redistribution objective requires 
the establishment of appropriate exemption levels and overall pro-
gressivity in the tax structure, combined with a series of exemp-
tions and allowances designed to maintain functional inequalities. 
The sharpness of the rates of progression in the various taxes and 
the choice of exemption levels will depend on what is regarded as 
a Proper state of distribution"; the establishment of it is a 
political issue--the old benefit and ability theories raise as 
many questions as they provide answers in this matter—and will be 
6. Government of India/ The Constitution of India (New Delhi: 
Manager of publications, 1967) part IV, Article 36-151 
(Directive Principles of State Policy() pp. 326-29. 
7. Planning Commission, Sixth Five Year Plan: 1980-85 - A 
8. TEC; 0pp. cit; Vol. I p.145. 
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determined by social choice as reflected in the;policy of the 
ruling party. „, n ^ i.- • *. • x-u- ,. • 
^ ^ ^ The role of the economist in this respect is 
merely to suggest the consequences and implications of different 
exemption levels and rates of progression. In the Indian economy, 
Prof. Kaldor's assertion still holds good that the system of income 
taxation is neither effective nor efficient. Since the tax 
structure is only mildly progressive as analysed by the Taxation 
Enquiry Commission of 1953-54 and as revealed by the subsequent 
studies of the Taxation Research Unit of the Department of Economic 
Affairs; Ministry of Finance, Government of India, it has neither 
operated as an effective stabilizer nor as an instrument to reduce 
the inequalities in the distribution of income and wealth. Its 
contribution to the mobilization of resources fnr the financing 
of the development expenditure in the five year plans has also 
not been significant since main reliance had to be placed on the 
outlay taxes. 
Thus, taxation of income alone is to bring about 
equality of income in the society. For this purpose other variants 
of direct taxes such as wealth tax, estate duty and gift tax must 
be tried in underdeveloped as well as developed countries. A 
tax on wealth possesses an advantage over commodity taxes in so 
9. It is not intended to elaborate here the problem of obtaining 
consistent solution through social choice. R.A. Musgrave,The 
Theory of• Public Finance ; (New York); McGraw Hill, 1959),p.116, 
10. Kaldor, N: Tax Reform in India, Economic weekly Annual 
January, 195'9T ~~~: "" . ' 
11. The Report of the faixation Enquiry Commission Department of 
Economic Affairs, Ministry of Finance Govt.of India, 
Kew Delhi, 1953-54. 
7 
far as it can be closely adjusted to the ability to pay. Perhaps 
in no other direct tax is the principle of ability satisfied to a 
12 greater extent than it is in the case of tax on wealth. The 
owner of wealth possesses some social and economic advantages 
which increase his opportunity to earn more income and this may 
perpetuate the inequality of incomes in the society. The taxation 
of wealth, therefore is a powerful inst-;rument to curb this 
tendency. 
Death duties and gift taxes are also significant in 
underdeveloped countries not only from the point of view of 
distribution but also for other reasons. Death duties are imposed 
because they tax an important, element of ability which income 
tax can not reach. Moreover, death duties are also a useful supple-
ment to income tax in so far as they may extend to assets such as 
Jewels, pictures, furniture and other goods not producing more 
income. They also tax wealth due to unearned increments in land 
and other capital transactions. Similarly, gift tax may be used 
as a supplement to death duties. Generally people pass on property 
as gifts in order to avoid payment of estate duty. Gift taxes may 
take care of such transfers of property. A gift tax can intro-
duce equity in the tax structure, check capital dissipation by 
12. B.R. Misra, Indian Federal Finance, Orient Longmans, Calcutta, 
1960, p.264. 
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reducing wasteful capital expenditure on a large number of 
occasions when gifts are made/ bring additional revenues from 
the estate duties and introduce efficiency in the tax structure. 
It has been argued that inequality in India has three 
aspects; inequality of income} inequality of wealth; and the 
perpetuation and aggravation of income and wealth inequalities 
through gift and inheritance. The latter is the cause of perhaps 
the most serious, certainly a non-functional/ form of inequality 
namely, inequality of opportunity. The preamble to Indian constitu-
tion specifically establishes equality of opportunity as a funda-
mental constitutional goal. Against this constitutional injunction 
and in the light of the critical problem of mobilizing every 
available revenue source for public spending, it is proposed to 
examine the estate and gift tax structure in India. 
The estate duty in India was levied in the year 
1953 followed by imposition of wealth tax and Gift tax. The 
obj'M-tivos underlying the levies was stated to be priinnrily to 
reduce, the concentration of wealth and help to achieve the goal 
of an egalitarian society. It was also expected to provide an 
additional source of revenue for the states to finance their 
development as the proceeds of the estate duty are required 
under the constitution (article 269) to be distributed among the 
states. Taxes on inheritance and gifts have a useful role in a 
country with wide disparities cannot be possibly contested. At the 
9 
same time there can hardly be any point in retaining a measure 
which fails to produce any tangible result. Any judgement on 
the future of the two taxes therefore should proceed on a 
consideration of whether it has been of any help in bringing 
down or atleast containing the disparities in the distribution 
of wealth. What underlies its low yield and whether it can be 
improved if administered with reasonable care and suitably 
reformed and whether the gain likely to be derived would be 
worth the.cost of the community as a whole. 
HYPOTHESES 
Although property taxes levied by the Union Government 
have been in operation for nearly three decades, the estate duty 
in India, it is generally felt, has not fulfilled any of the 
underlying goals. The contribution of the estate duty and the gift 
tax to the tax revenue of the Government has been almost negligible 
The share of the two tax together in the tax revenue of the 
r,'(.Mil ro has declined steadily over the last two decades. As o 
revenue source, the estate duty has not been very responsive to 
the increases in the GDP. The buoyancy of revenue from estate 
duty v;ith respect to GDP is very low. The elasticity of revenue 
from the estate duty is less than unity also with respect to the 
10 
rate of growth of capital in the country or the rate of apprecia-
tion of the value of assets, particularly real estates. Valua-
tion constitutes the central problem in estate duty and gift 
assessment. Compliance with the requirements of the legislation 
implementing the tax, is widely regarded as a source of acute 
harrassment and distress to heirs of small and medium sized estates, 
The cost of compliance seems to be quite high (over seventy per 
cent of the dutiable cases handled by lawyers). The cost of 
administration of Estate Duty Act and gift tax Act is quite high 
relatively to that of other taxes. Valuation constitutes the 
the central problem in estate duty and gift-tax assessment. A 
large number of exemptions and deductions leads to the low 
revenue productivity of the estate duty and gift tax. There are 
leakages particularly in the upper value brackets, undennini irj 
the base of the estate duty, either through avoidance or evasion. 
Sources of Data: 
The study is based on the prima-ry 'data available 
Irom the following sources: 
The All India Estate Duty, Gift Tax and wealth Tax 
statistics published by the Directorate of Inspection (Research, 
statistics and Public Relations) of the Income Tax Departments 
11 
The All India Estate Duty/ Gift Tax and Wealth Tax statistics 
provided the basic data regarding the number of assessments 
and value of estate assessed from year to year/ their distribu-
tion, demand raised and rebates, reliefs and allowances. Infor-
mation regarding the revenue was obtained from the budget document 
of the Central Government, and Explanatory Memoranda on the 
Budget of the Central Government and currency and Finance Report, 
RBI: and Economic survey of the relevant years. 
SCHEME OF STUDY: 
The whole study is divided into four chapters; 
First chapter deals with the evolution and revenue trends of the 
Estate duty and Gift tax. In the beginning, historical background 
of the two taxes has been discussed and then revenue trends. 
Revenue trends cover the share of the estate duty and gift tax in 
the total gross tax revenue of the centre, its compound growth 
rate, estate duty and gift tax as percentage of the gross national 
product at factor cost, estate duty and gift tax as percentage 
of the property taxes. An assessment of the revenue operation of 
I: lie two taxes has been made. 
In the second chapter, impact of the levy has been 
examined i.e. to what extent it has been successful in reducing 
the disparity of income and wealth distribution, and costs of 
collection burden of compliance and comparison of costs of 
collection with other duties. 
Third chapter, examines the factors, which are 
responsible for the low yield and incidence of estate duty and 
gift tax. 
12 
The Fourth chapter summarises the findings of the 
preceding chapters; Estate duty and gift tax's disadvantages has 
been explained at length and then a few suggestions for the 
gift tax and appreciation for the death of the death duty. 
13 
Evolution and Revenue Trends of the Estate Duty and Gift Tax. 
Death taxes are imposed.upon the occasion of transfer 
of property at death. Under a system of private property it is 
almost inevitable that the individual posses some right to 
determine how property shall be distributed upon his death. 
In a primitive or thoroughly communized society, where property 
ownership resides in the group or society, the death of a member 
would involve no transfer of property ownership, since during 
his life time he was only using property of the society. The 
institution of private property, on the other hand, implies private 
right to the use and to the distribution of property, both during 
life and at death of the owner. However, the right to property 
is not a natural right; it is a creature of the social and legal 
syst-.em, and thus is legally established by common consent. There 
may bo, and frequently are established legal limitations to the 
rights o£ bequest and inher i. tance. A system of primogeniture may 
exist within a society in which property is regarded as individual^ 
the system clearly limits the rights of bequest and inheritance. 
In many modern states the right of bequest is limited by standing 
legal claims of widows and children to some part of the property 
2 
of the deceased father. Death taxes themselves are a recogni-
1. G.D.H. Cole, "Inheritance," Encyclopaedia of the social 
Sciences. 
2. Philip E. Taylor, Economics of Public Finance 3rd edn. 
Oxford & IBH Publishing Company; p. 476. 
tion of a legally enforceable claim of the state against private 
property transferred at death. 
The transfer of property in an organised society must 
take place unde the aegis of the government. This is merely an 
extension of the governmental function of protection, and is 
an essential feature of the distribution of estates according 
to the wishes of decendent and the 'existing laws of inheritance. 
It is upon the occasion of distribution that governement 
presents its claims. 
It would be appropriate at this state to trace the 
genesis of this levy, which started in ancient Rome, even while 
the epitaph comes to be written ! strangely enough, tax on 
wealth or capital transfer was not something unknown in ancient 
times. As far back as in 166 B.C. what is known as 'Tributum' 
was levied in ancient Rome and was precursor to the later 
'inheritance' tax introduced in the 1st century A.D. 
Estate Duty appeared on the fiscal horizon of great 
Britain in 1894, when Sir william Harcourt introduced the 
Finance Bill, 1894. His thoughtful words still ring in our ears 
'Nature gives no man power' over his earthy goods beyond the 
term of his life'. The right to prolong the will of the living 
after the death is posthumous facility given to the deceased by 
15 
the State which therefore rightly claims that it has a right 
to prescribe conc3itions and limitations in respect of such a 
right. Safety and security are the two pillars without which 
no man can erect the super-structure of his wealth or poss-
ssions and these two pillars can and are ordinarily provided 
only by the state. 
Death duty is normally of two types. The first type 
is of mutation character and is charged according to the value 
of the property changing hands on the death regardless of its 
destination. The Estate Duty Act administered in India is of 
this type. The second type is of an acquisition character and 
instances may be provided in the form of court fees paid on 
obtaining a probate, letters of administration, succession etc. 
3 
In India two abortive attempts were made to introduce 
the Estate Duty Act - once in 1946 by the Late Mr. Liyaquat Ali 
Khan and then again in 1948 though the Taxation Enquiry Committee 
had recommended the levy as far back as in 1925. Ultimatly, the 
Estate Duty bill was introduced on August 11, 1952 in the backgroud 
•of specific constitutional provisions authorising such a levy. 
While introducing the bill the finance minister Mr. C D . Deshmukh, 
said that the then existing levies did not sufficiently prevent 
3. D.A. Upponi Economic Times - Death of Estate Duty; April 20, 
1985. 
concentration of wealth and that existing inequalities in the 
distribution of wealth would be rectified to a large extent. The 
levy it was hoped would also serve the purpose of financing 
development schemes. It must be stated here that the imposition 
of this levy was further backed by a specific recommendation 
of the Planning Commission. 
Chronologically, the levy of Estate Duty is the second 
direct tax imposed. The Estate Duty Act/ 1953 became law on 
6th October,1953 and came in to force on the 15th October, 1953. 
One great hurdle in the tax measure was the existence of vast 
agricultural property, an exclusive tax preserve of the then 
provinces. 
Estate tax in India became payable on the capital 
value of all property passing on the death of any person on or 
after October 15, 1953, in accordance with the provisions of the 
Estate Duty Act of that year. The tax is a simple so called 
mutation duty charged directly on the value of property changing 
hands at death, irrespective of the de-stination of that property 
or its distribution among the beneficiaries; it is patterned 
after the single comprehensive duty imposed in the united kingdom 
4 
since 1949 . 
4. G.L. Pophale, A Quarter Century of. Direct Taxation in India 
1939-1964, Economic Research and Training Foundation, Bombay 
1965, p. 433. 
The constitution gives the union government exclusive 
jurisdiction over estate taxation on all property except agricul-
tural land; jurisdiction over the latter is reserved to the 
5 
states. Almost all the states have, however, delegated the power 
to tax agricultural land within their respective borders to the 
union government. With respect to estate duty on agricultural land 
100 per cent is assigned to the particular state within which it 
is collected. 
Persons liable for Estate Duty 7 
The liability for payment of estate duty arises when 
the principal value of Estate passing on death exceeds Rs.1,50,000. 
The persons responsible for payment of duty on death of the 
deceased are called "Accountable persons". Accountable person is 
that person who has some definite connection or something definite 
to do with the property after death of the deceased. It includes 
every person in respect of whom any proceedings under this act 
have been taken for assessment of the principal value of estate of 
the deceased [Sec. 2 (12 A)]. These accountable persons are -
5. Constitution, Seventh Schedule, list 1, List 2, Entries 47 and 48 
6. Provision for such delegation is made in the Indian Constitu-
tion,Article252. 
7. Government of India, Estate Duty Act, 1953(revised) (New Delhi: 
Ministry of Law, 1984). 
18 
1) the natural heirs of the deceased. 
2) persons who take any property under the deceased ' s will. 
3) persons who are entitled to any beneficial interest 
in the property. For example a person who had received 
a gift from deceased within two years before death. 
4) an executor,administrator or any other legal 
representative of the deceased. 
5) every trustee, guardian, committee or other person 
who controls the management of the property. 
6) If the deceased was a coparcener (male member) of a 
Hindu undivided family the Karta or Manager of the , 
family 
7) any person who takes possession of or Intermeddles 
with the property without law'-ful authority. For example 
a very distant relative of an orphan minor child who 
assumes the role of guardian and deals with the 
property. 
What property covered under Estate Duty : 
Apart from movable and immovable, tangible and intangible 
objects of property, it includes an interest in a property, the, 
sale proceeds of that property and money or any other property 
purchased from sale proceeds of that property. 
Following are also treated as property for the purpose 
of Estate Duty:§ 
19 
1. A right to reside in the property. 
2. Property which passes after a lapse of some period 
or contingently. 
3. Every policy of insurance which provides for payment 
of a fixed sum on the happening of an event. 
4. If the deceased was a partner in a firm at the time 
death, his interest in the partnership including 
good will. 
5. In the case of a benami transaction, upon death of 
the real owner value of property held by the benamidar 
Thus the following conclusions can be drawn from above. 
1. Estate Duty was payable upon death of every person 
occurring after 15th October, 1953. 
2. Estate Duty was payable upon principal value of all 
property exceeding Rs^ 1,50,000 whether settled or . 
not which passes or is deemed to pass on death of the 
person at the rates fixed under section 35. 
3. The duty was payable on agricultural land also except 
those situated in the states of Jammu & Kashmir,West 
Bengal and Sikkim which is included for rate purposes 
only. 
4. Immovable property situated outside India was not 
subjected to charge of Estate Duty. 
8. Estate Duty Act, op. cit., 
20 
Gift Tax 
Property is passed on from generation to generation, 
either through inheritance or gifts and settlements. It is an 
accepted principle of Public Finance that the case for estate duty-
depends upon the security which the state provides in safeguarding 
property rights after the death of the owner. The.justification 
for taxes on inheritance is that the community 'has the right to 
limit each individual's freedom to pass on his property intact 
to his successors. Progressive taxes can indeed be justified as a 
graduated limitation on the right to pass on ownership rights to 
others. If this is so there is no reason for differentiating 
between the right to pass on property through gifts and the right 
to pass on property by bequest. There is therefore, a prima facie 
case for supplementing estate duties with taxes on gifts made 
inter vivos since the incidence of taxation should not differ with 
the mode or form through which property is transferred. 
Another reason for the taxation of inter vivos gifts 
is that the imposition of the estate duty itself may stimulate inter 
vivos transfers of property to heirs and successors, so as to avoid 
the payment of estate duty. Inter vivos gifts are made on many 
occasions as for example - the marriage of children or grand 
children or when children reach maturity and set up a separate 
21 
household or business. There is no reason why such gifts, should 
be differently treated for purposes of taxation than gifts received 
t h r o iKj h i n h e r i t a n c e . 
An attempt is usually made in the tax laws of different 
countries to limi't • thei piepiodii.of iinter viVos' feettl-ement free for 
[inrposes of taxation. These provisions may carry the presumption 
that all gifts made within the prescribed period prior to death 
were made within the dominant motive of tax avoidance. Equity dema'nds 
that the time factor should not be the basis for transfers of 
property free from taxes in some cases and taxable • in others 
merely because the property is passed on after the death of the 
donor. A highly progressive estate duty is an incentive to the 
tax payer to give a part of his estate with a view to reducing 
the liability to estate duty since in that case the tax is payable 
not only on a smaller portion of the estate which passes so on 
after his death but also through a lower rate of duty becoming 
applicable to the remainder of the property. The more the state 
attempts to limit the scope for such tax avoidance by spreading 
the period prior to; death during which gifts are made tax-free 
9 
observed Prof. N. Kaldor, the more arbitrary the incidence 
of the duty becomes and the greater the element of luck or ill-
fortune in determining the liability of the tax. 
9. N. Kaldor/ "Tax Reform in India", Economic Weekly, Annual issue 
(January 1959), 195-98. 
22 
Apart from reasons of equityieconomic expediency also 
demands the imposition of gift tax. The main justification for 
Ipvyincj a steeply progressive tax whenever, property passes from 
cjiiG generation to the next is to counter the tendency towards an 
iticrease in the concentration of wealth which is an inevitable 
consequence of economic progressive in a society. If a rich man 
<!ivos his estate, not to single heir but to large number of 
beneficiaries he is thereby doing something himself to counteract 
that tendency by spreading his property among several persons. 
Moreover, when the rates of estate duty are very stiff (and they 
have to be stiff in the higher brackets to provide an effective 
antidote to the tendency of increasing concentration of wealth), 
the temptation of the rich to dissipate their capital during their 
life,time must be pretty strong. This temptation undoubtedly will 
be less if a man could reduce his assets which wduld be taxed at 
death by spreading it among a large number of potential beneficia-
ries 
A gift tax would thus (1) introduce equity in the 
tax-structure by treating property equally in matters of taxation 
whether the property is passed by gifts inter vivos or inheritance; 
(2) check capital dissipation by reducing wasteful capital expendi-
ture on a large number of occasions when gifts are made; (3) bring addi-
fciaOal-:' revenue from the estate duties and (4) introduce efficiency 
in the tax-structure. 
Z6 
The Indian government was subject throughout the 1950's 
to considerable criticism concerning its failure to supplement the 
o.-iLcite duty with a tax on inter vivos gifts. In response to 
such advice in particular the Kaldor's recommendations, and in 
spite of the hesitancy of the TEC, a gift tax was imposed by the 
IP-
union government under the Gift Tax Act of April 1, 1958. 
Levy of gift tax is part of the integrated scheme of 
taxation and originally it was mainly conceived as a measure to 
prevent property escaping charge of estate duty through the medium 
of gifts intervivos. But when the Gift-tax Bill was actually 
introduced, its scope was made very much larger. The object of the 
Bill was to levy tax on gifts made not only by individuals and 
Hindu Undivided Family but also by companies, firms and association 
of persons. With this purpose in mind and with a view to preventing 
avoidance of gift tax under the Gift-Tax Act itself, C/7 of the 
Gift Tax Bill provided a peculiar mode for the purpose of deter-
mining the amount of gift-tax payable for any assessment year. 
According to it, the values of all taxable gifts, made by a doner 
during the past five previous years, immediately preceding the 
10. I.S. Gulati: Capital Taxation in a Developing Economy (India) 
(Calcutta: orient longmans, 1957), Chapter 11; and N.Kaldor, 
Indian Tax Reform (New Delhi: Ministry of Finance, 1956) 
Chapter 5. 
11. Government of India gepdrE?of • the Taxafeion EhquiEy Commision.. 
(3.vols; New Delhi : Ministry of Finance, 1953-54, vol.11 p.246 
12. Government of India, Gift Tax Act, 1958 (revised) (New Delhi; 
Ministry of Law, 1955). 
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assessment year, were to be aggregated and gift tax was to be 
ascertained on the said aggregate value at the prescribed rates 
and thereafter, by the rule of three, the amount of gift tax in 
rc^ .'vpoct. of the gifts made during the 'previous year' relevant to 
-Ki.'jcs.smont year, was to be ascertained. For this purpose, the gift 
fTiride prior to 1st April 1957 were to be excluded as the Act itself 
W'.K; not then in force. In the course of debate, this provision, 
however, under went a change and the Act laid charge of gift tax in 
respect of gifts made by a person during the previous year relevant 
to the assessment year at the rates specified in the schedule. 
According to the Gift-tax Persons liable for Gift tax: 
Any person including individual, Hindu undivided family, 
firm, company or other associations of persons are liable to pay 
gift-tax on taxable gift, 
13 Gift tax Act does not apply to the following cases: 
1. Government companies. 
2. Central and State Government Corporation 
3. Companies other than private limited companies and 
their subsidiary provided that the affairs of the 
company were controlled or shares carrying'more than 
51 per cent of total voting powers were.held by more 
than six persons. 
13. The Gift Tax Act/ 1958 Part I. Ministry of Law Justice and 
Company affairs, Govt, of India, 1983. 
4. Institutions which are exempted from the Income Tax 
(Sec. 45). 
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"Gift" means the transfer by one person to another 
fiorson of any existing movable ori immovable property made voluntory 
311(1 without consideration in money or money's worth. The transfer 
or conversion of any property, is considered as a deemed gift. 
Acceptance of gift by doners is not essential for purposes of 
<• j it Tax Act . 
Re\7enue Trends From Estate Duty and Gift Tax: 
The taxation of capital as a source of development 
finance has a particular attraction- in those underdeveloped 
countries in which a highly progressive system of income taxation 
has not been developed. Even if a system of progressive taxation 
of income exists in them/ they should prefer to raise additional 
resources through capital taxation rather than through the 
raising of the rates on income tax. 
Death duty constitutes a regular source of devolopment 
finance in the under-developed ' country but the resources contri-
buted by it to the development funds may not be substantial. 
The economic effects of death duty have been regarded as more 
expansionary than those produced by an annual tax on capital. The 
reason is that the major portion of the revenue collected on accou 
of death duty from the tax payers may be paid out of past savings 
and accumulated boards. Besides the fact that a death duty will 
have to be paid on the bequeathed property may weaken the 
propensity to save and strengthen the propensity to consume of 
those who are accumulating property. As a result, the developoment 
expenditure financed out of the proceeds of death duty may produce 
a greater expansionary effect as compared to an annual tax 
on capital. 
14. R.N. Tripathi, Public Finance in 4jnder-^eveloped Countries; 
The world Press Private limited Calcutta, 1978 p.217 
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The case for the death duty in underdeveloped countries 
rests not so much on revenue consideration but those of economic 
equality and social justice and it serves a very useful social 
purpose in accomplishment of a progressive tax on income and 
• ^  , 15 
annual tax on capital. 
F.state Duty Conceived as a source of Revenue: 
In the initial stages? this levy was conceived more as a 
means to produce revenue than as a leveller, like death with which 
it is associated to remove the high and low levels between income 
and wealth at different levels of the community. Gift tax was 
introduced as a measure to prevent property escaping charge of 
estate duty through the medium of gifts inter vivos. -It was hoped 
that gift tax will supplement to the revenue productivity of the 
estate duty. 
15. While arguing the case for death duty, U.K. Hicks has pointed 
out that if death duties do not cause capital consumption in 
: the economy as a whole, their main economic effects are those 
arising from the greater equality in the distribution of 
wealth which is gradually broughtabout by the operation for the 
tax. This more egalitarian distribution is in accordance with 
ideas of social justice, on the whole it is not likely to have 
unfavourable economic repercussions and in an economy in which , 
there is a danger of over-saving it would tend to promote 
stability in consumption" public Finance op. cit.' p.206 
16. G.L. POphale, A Quarter Century of Direct Taxation in India 
1939-64, Economic Research and Training Foundation. Bombay 
1965, p.434. 
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Figures of revenue from the estate duty from 1970-71 
to 1984-85 are set out in table 1. As the gift tax levied since 
1958 complements the estate duty, figures of revenue from the gift 
tax too are given in Table 1. The table also shows the yield 
ol fho wealth tax. 
Column 7 of the table indicates the proportion of col]cc 
Ijoiin L1 mil estate duty to the gross tax revenue of the Centre and 
cf^ lumii 8 shows the proportion of collections from gift tax 
to Lhp (jross tax revenue of the centre. Column 9 indicates the 
prr port ion of collections from estate duty and gift tax to the 
cjLosK tax revenue of the centre. Estate duty's contribution in the 
tola! cjross Lax revenue of the centre was very much insignificant. 
In 1970-71 estate as a percentage of the total gross tax revenue 
the centre was merely 0.245 and this figure declined to 0.103 in 
1984-85. In other words contribution of the estate duty towards 
the total gross tax revenue of the Centre declined by almost 
50 percent. Gift tax's contribution in the gross tax revenue of 
the centre was also very poor. The contribution of gift tax to 
the tax revenue collected at the central level was very small; 
it was 0.076 percent in 1970-71 and it declined to 0.046 in 
1984-85- The contribution of estate duty and gift tax to the gross 
tax revenue of the centre was negligible. The share of the two 
taxes together in the tax revenue of the Centre has declined 
steadily over the 15 years of time. Percentage of the estate duty 
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and gift tax in the gross tax revenue of the Centre was 0.32 in 
1970-71 and it declined to 0.15 i.e. by 50 percent. 
The decline in the significance of the estate duty 
and gift tax in the tax revenue of the government in India 
was due,partly to the slow growth of their yield relatively 
to the growth of the total tax revenue of the Centre, and 
of the Centre and the State combined, and also due to the 
poor elasticity of the revenue from those taxes with respect 
to the determinants of their base such as growth of GDP, 
(-•-ipitnl formation and appreciation in the value of assets, 
imriiiq Mi(^  pf'tiod undor roviow, rcvonuo from the ostaLc-' duty 
qrow at the rate of only 7.87 percent per annum and that 
from the estate duty and the gift tax taken together at the 
rate of 8.56 percent per annum as against a growth rate of 
about 17 percent in the gross tax revenue of the Centre. 
The revenue from the wealth tax grew at a faster rate 13.92 
percent than that from the estate duty^ andi the gift tax. 
While there has been some growth in the yield of the 
estate duty and gift tax in current prices - though at a 
much lower rate, than that of the total tax revenue of the 
Government - in real terms the growth has been virtually insig-
nificant. There can be no denying the fact that the yield 
3i 
of tho estate duty and gift tax in India has been disappointinqJy 
low- While prqjosing the gift tax in India, Professor N. Kaldor 
had estimated the probable yield of the tax (at an average 
17 
rate of 20 percent) at not less than Rs. 30 .crore a year. Even 
as far back as 1921 Prof. K.T. Shah -had estimated the likely 
yield of a succession duty in India at Rs. 5 crore a year an 
average rate of 10 percent. 
Taxation of gifts and inheritance has not been of 
much significance from the revenue angle in any country where 
these are in vogue. The share of these taxes in the total revenue 
of the'governments rarely goes beyond 2 percent even in the 
developed countries where the direct taxes contribute a good 
19 proportion of the tax revenue. In countries where direct taxes 
play a less significant role, the contribution of taxes on estates^ 
Inheritance and Gifts is smaller (e.g. Pakistan, Philippines, 
Republic of Korea and Sri Lanka). The elasticity of these taxes 
to GDP is also found to be low in many countries and in some ;' 
20 
countries it is negative, e.g. U.K. and USA. 
17. Kaldor, l^.(1956) , Indian Tax Reform, Government of India. 
18. Shah, K.T.(1921), Sixty years of Indian Finance, Bombay 
chronick press. 
19. Tait, A.A. (1982); Net wealth Gift and Transfer Taxes(Mimeo) 
20. Ibid. p. 
Table 2 shows the estate duty and gift tax as 
percentage of the Gross National Product at factor cost. 
Column 3 of the table 2 shows the Gross National Product at 
current prices. Estate duty and gift tax was 0.028 percent of 
the gross National Product in 1970-71 and it declined to 0.020 
percent in 1984-85. Thus if we see the estate duty and gift tax 
in relation with Gross National Product, we find that estate 
duty nnd gift tax are insignificant from this angle too. 
Table 3 depicts the estate duty and gift tax as 
fjorcpntage of the property taxes. Column 3 of the Table 3 shows 
I lie sum of the taxes on property and capital transaction. Estate 
duty tind gift tax grew at the rate of 8.27 percent per annum 
1 rem 1970-71 to 1984-85, while taxes on property and capital 
transaction grew at the rate of 11.41 percent. Estate duty and 
gift tax which is a part of the taxes on property and capital 
transaction was 38.47 percent of the total taxes on property and 
capital transaction in 1970-71 and it declined to 27.61 percent 
in 1984-85. Thus we see that importance of the estate duty 'and 
gift tax from the point of view of its share in taxes on property 
and capital transaction has declined over a period of 15 years. 
As a revenue source, the estate duty has not been 
very responsive to increase in the GDP. The buoyancy of revenue 
33 
TABLE - 2 
Estate Duty and Gift tax as percentage of the Gross N_ationaI. 
Product at factor cost (Rs.crore) 
Year Sum of Estate Duty GNP at Current Column (2) as 
and Gift Tax prices percentage of the 
column (3) 
1970-71 
19 71-72 
19 7 2-73 
1973-74 
1974-75 
1975-76 
197G-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 
10.31 
12.55 
14.11 
15.36 
15.52 
16.76 
17.51 
18.33 
18.92 
20.83 
22.81 
28.05 
28.09 
35.03 
35.24 Compund 
growth 
rate per 
annum 
36452 
38983 
42993 
53501 
63051 
66227 
71432 
80665 
87170 
95627 
114319 
130576 
143712 
172739 
10.91 
.028 
.032 
.032 
.0 28 
.024 
.025 
.024 
.022 
.021 
.021 
.019 
.021 
.019 
.020 
Source: 1. Explanatory Memorandum on the Budget of Central 
Government relevant issues. 
2. Reports on currency and 'Finance, Reserve Bank of India, 
relevant i;ssues. 
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TABLE - 3 
Estate Duty and gift tax as percentage of the Property taxes: 
Year Sum of Estate Taxes on Property Column (2) as 
Duty and Gift and capital percentage of 
Tax transaction column (3) 
1070-71 
I '"> 71 '- 7.' 
\"' ] ? -7 ^  
I q 7 3 - 7 /i 
I ^  /4-7', 
I ') /'>--7f) 
I 0 7 6-77 
1077-78 
]978-79 
1979-80 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 
1 0 . 3 1 
\? . 55 
1 4 . 1 1 
1 5 . 3 6 
1 5 . 5 ? 
1 6 . 7 6 
1 7 . 5 1 
1 8 . 3 3 
1 8 . 9 2 
2 0 - 8 3 
2 2 . 8 1 
2 8 . 0 5 
2 8 . 0 9 
3 5 . 0 3 
3 5 . 2 4 
2 6 . 8 0 
-
-
5 2 . 0 0 
5 9 . 2 0 
7 9 . 3 0 
8 8 . 4 1 
7 8 . 4 9 
9 5 . 7 7 
8 2 . 6 0 
8 7 . 6 0 
1 0 1 . 6 0 
1 1 6 . 3 0 
1 2 7 . 1 0 
1 2 7 . 6 0 ( R e ) 
3 8 . 4 7 
-
-
2 9 . 5 3 
2 6 . 2 1 
2 1 . 1 3 
1 0 . 8 0 
2 3 . 3 5 
1 9 . 75 
2 5 . 2 1 
2 6 . 0 3 
2 7 . 6 0 
2 4 . 1 5 
2 7 . 7 9 
(as."?! 
Compound growth 11.41 
rate per annum 
Source 1. Expalanatory Memorandum on the Budget of Central Govern-
ment relevant issues. 
2. Repoirts on currency and Rinance, Reserve Bank of India, 
relevant issues. 
from the estate duty with respect to GDP works out to 0.677 for 
21 
the period 1960-80 (Table 4) . Not many changes were made in 
the base .of the estate duty during the period which could have 
a substantial impact on the yield. The only notable one is the 
exemption for residential houses up to Rs. 1 lakh granted in 
1964. There was a sharp step up in the marginal rates in the nii-l -
sixties but its impact on revenue is difficult to determine as 
it could have provided an impetus for the splitting of estates 
through gifts and thereby inhibited the growth of the a estat:(: 
duty base. If allowance is made for the probable dampening eli :i 
of the higher rates on the base, the elasticity of the eru;;i(>; .'•:l^  
might turn out to be higher, than its buoyancy but is unlike Iy • ' 
be more than 1. The elasticity of revenue from the estate (-luiy 
would be less than unity also with respect to growth of capii..-i! 
in the country since gross domestic capital (at current pi:i co.;'; 
grew at a the rate of over 13 percent per annum during th<> p.i i -..j 
1965-66 to 1977-80 while the revenue from the estate duty did 
not grow at more than 7.5 to 8 percent or so. The buoyancy of the 
gift tax with respect to GDP is little over 1 but that of the 
estate duty and gift tax combined is 0.76 as against 1.22 of the 
gross tax revenue of the centre. 
2i. A Bagchi and S.P. chaildhaty; Oper^tioh of Estate Duty and 
Gift Tax in India - A review,NIPPP: March 1983. 
New Delhi. 
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Table - 4 shows the number and assessed value of 
estate and gift tax payments. Column (2) of the table shows 
the number of estates and column (3) shows the value of property 
assessed and estate duty payable is given in column (4). 
Second part of the table shows almost the same aspects of the 
gift tax. In the financial year 1970-71 estate duty payable as 
percentage of the value of property assessed was 9.39 and after 
that it declined to 6 to 7 percent in the following financial 
year. In other words column (5) of the table shows a decline 
in the estate duty payable as percentage of the value of property 
assessed. In the same way column (9) of the table shows the gift 
tax payable as percentage at the value of taxable gifts. In 1970-71 
column (9) is 6.24 and it rose to 27.86% in 1980-81. Thus 1980-81 
was an abnormal year from this point of view; as in the year 1981-82, 
it declined to 6.95%. 
Table - 5 shows the allocation of direct tax burden by 
category of tax and by income class, All India (1975-76), We 
.are taking only 1975-76 financial year because of the non-avail-
ability of the data for succeeding years. Taxes on income other 
than corporation tax was 54.36 lakhs in the range of Rs.0-1000 
and in this range, there were no estate duty and gift tax at 
all because of the high exemption limit of the estate duty and 
gift tax-",were no estate duty and gift tax upto the range at 
Rs. 0-10,000.Estate duty and gift tax appears only in the range 
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of Rs. 10,000 to 15,000 and-onwards. Estate duty was 68.92 lakhs 
i.e. 0.05% percent of the direct taxes and gift tax was 102.51 
lakhs i.e. 0.07%. Thus from the above table it appears that share 
of the estate duty and gift-tax is very negligible even in th^ 
high income ranges. 
After studying the above tables of estate duty and 
gift tax which depicts the various aspects of the estate duty and 
gift tax we arrive at t^he following conclusions. 
1. The contribution of the estate duty and the gift tax 
to the tax revenue of the government is not only srna 1' 
it never exceeded 0.32 percent of the c^ross tax 
revenue of the Centre (i.e. before sharing with the 
s t a t e s ) . The share of the two taxes together in the 
tax revenue of the Centre has declined steadily over 
the last one and half decades. 
2. During the period 1970-71 to 1984-85 revenue from the 
estate duty grew at the rate of 7.84 percent per annum 
and that from the estate duty and the gift tax taken 
together at the rate of 8.56 percent per annum as 
against a growth rate of 17 percent in the gross 
tax revenue of the Centre. The revenue from the 
wealth tax grew at a faster rate of 13.92 percent 
then that from the estate duty and gift tax. 
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3. While there has been some growth in the yield of the 
estate duty at current prices - though at a much 
lower rate than that of the total tax revenue of 
the government in real terms the growth has been 
virtually insignificant. 
4. As a revenue source the estate duty has not been very 
responsive to increase in the GDP. The buoyancy of 
revenue from estate duty with respect to GDP works 
out to 0.677 for the period 1960-80. If allowance is 
made for the impact of the discretionary changes made 
during the period the elasticity of the estate might 
turri out to be greater than its buoyancy but is 
unlikely to be greater than 1. 
5. Share of the estate duty and gift tax in the different 
income ranges of direct tax payments was very 
negligible. 
IMPACT OP TtlR r.DVY 
Inequalities of wealth and their perpetuation through 
inheritance could be dealt with through a system of gift and 
inheritance taxes.It might be argued that heavy taxation of 
inheritances and gifts would induce the rich to dis-save. But 
high rates would be made applicable only to estates that are 
above the socially desired minimum. Further if the tax is based 
on the size of the inheritances rather than ' , the size of the 
estates,the incentive to dis-save may not be qreat. 
It is fare better to encourage accumulation and then 
try to prevent the growth of a rentive class than prevent all 
accumulation. The danger of the very rich dis-saving is 
undoubtedly present but in so far as this concern's a relatively 
small number of people it is only a small price to pay for 
achieving the goal of a more nearly>egalitarian society. 
NORMAL INCIDENCE: 
Prima facie, the estate duty in India constituted 
ti potent instsrument for levelling down concentration in the 
ownorsliip of inherited wealth. The exemption limit which was 
ot;iqinally fixes at Rs. 1 lakh was reduced to a relatively low level 
42 
of Rs. 50,000 in 1960. The threshold remained at that level 
until the amendments made in 1980-81 raised it to Rs. 150,000. The 
marginal rates of duty are also among the highest in the world. 
The maximum marginal rate was raised from 40% to 85% in 1964 
and was in force till its abolition. 
The average incidence of estate duty at selected 
levels of principal value ' in 1960 and at pres^ent at 1960 prices 
of assets and at their current value, is shown in Table 7. The 
current values were derived from column 1 of the table by applying 
the capital formation deflator implicit in the National Account^ 
Statistics (CSO). It will be seen that as a result of the upward 
revision of the rates in 1964 and 1966 the incidence had gone up •': 
at all levels of principal value exceeding Rs.5,00,000 as compared 
to the incidence obtaining during 1960-64. For estates of 
Rs. 50 lakh and above,the incidence had more than doubled even 
after allowing for the relief of upto Rs. 1 lakh given in 1964 for 
residential house property, (colum 3 compared to Colum 2 oftable -7) 
The amendments of 1982 ' .. raised the exemption limit but did'-not 
touch the rates. The incidence of duty at 1980 rates and at 
1. The assessed value of an estate not of permissible deductions 
that is, the value on which the duty is leviable is referred to 
in the Estate Duty Act as the "principal value". There are 
however certain items of assets which are included in the ^  
principal value but on which rebate is allowed at the average 
rate. 
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current rates after allowing for appreciation in the value of 
assets since 1960 is shown in columns 6 and 7 respectively; column 
5 gives the incidence of the duty on the principal value shown in 
column 1 at 1960 rates after allowing for the impact of inflation 
on asset values. While the incidence turns out to be higher in 1982 
than in 1960 at all levels of principal value above, Rs. 1,00,000 
the increase in the burden seems to be due more to the increase 
in the rates than due to inflation. For instance on an estate of 
Rs. 10 lakh (at 1960 prices) the duty at present works out to 63% 
in 1982 as against 15% in 1960. Had there been no change in the 
rates the incidence would have gone up to about 28 percent in 
1980 as a result of inflation (column 5) whereas, at the rates 
prevailing in 1980, the incidence turns out to. be.about 63 percent. 
Similar increase are noticeable at other levels too, of course the 
impact of the increase in the rates was aggravated by inflation. 
Whatever be the factors which brought about the rise, such high 
levels of death duties, if effective should serve to bring down 
the disparities in the distribution of wealth appreciably. 
Impact on inequalities: 
The distribution of estates, net wealth and gifts 
assessed during the years 1964-67 and 1977-80 for estate duty 
wealth tax and Gift tax among different brackets of principal value/ 
net wealth/taxable gifts is given in table 8. The distribution has 
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TABLE - 8 c o n t i n u e d 
Gifts Tax 
47 
1964-65 to 1966-67 1977-78 to 1979-00 
10 11 12 13 
0-1 41240 
(98.12) 
4794.3 
(73.36) 
91637 
(98.7) 
11185 
(78) 
1-5 751 
(1.79) 
1329.4 
(20.34) 
1121 
(1.2) 
1987 
(13.99) 
10-20- 10 
(.02) 
132.61 
(2.03) 
25 
(.03) 
367.3 
(2.59) 
20-above 
20 
1 
(Neg) 
91.47 
(1.4) 
9 
(.01) 
305.6 
(2.15 
Total 42032 6534 22845 14207.6 
been worked out for block of 3 years in order to even out any 
bunching occuiring in a year in any particular range of estate net 
wealth/gifts because of fluctuations in assessment from year to 
year. The table reveals that of the estates which were assessed 
for the estate duty during 1964-67, those worth Rs.5 lakh or 
iriore constituted roughly 3.5% of the value of the estates. In the 
assessments made during 1977-80, the top 3% of the estates owners 
a-ccounted for about 16% of the aggregate value of the estates. 
M'horG has thus been a trend towards a fall in the share of estates 
ol Rs. 5 ].akh and above in the total assessed value of estates 
coming under the estate duty. 
The proportion of estates in the upper value brackets 
may have come down because of the tendency on the part of the wealh 
owners to avoid the estate duty by splitting up their assets 
through gifts in their life time and other devices. But gifts beyond 
a limit also attract tax which serves to contain the growth of 
inequality in the ownership of wealth. 
Doubts about the efficacy of the estate duty in securing 
any appreciable change in the distribution of wealth arise from 
the fact that, apart from its low yield, the average incidence 
of the estate duty on assessed estates has been quite low and 
TABLE - 9 
Average Incidence of Estate Duty for different 
categories of Estates. 
.1959-60 to 1979-80 
49 
Year Entirely Particularly joint Entirely % All classes 
joint family family & particularly other 
other kinds kinds 
1970-71 
1971-72 
1972-73 
197 3-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
3.87 
2.44 
3.08 
4.55 
4.37 
5.50 
5.64 
6.64 
7.72 
7.72 
6.83 
4.96 
6.28 
7.14 
6.55 
7.68 
7.23 
8.17 
7.81 
7.81 
1 0 . 5 1 
8 . 1 5 
9 . 2 1 
7 . 7 2 
8 . 1 5 
6 . 3 3 
6 . 7 8 
6 . 7 3 
8 . 1 4 
8 . 1 4 
9 . 4 
7 . 1 8 
8 . 2 6 
7 . 4 9 
7 . 78 
6 . 3 0 
6 . 7 7 
6 . 9 0 
8 . 0 7 
Source of basic data: Directorate of.Inspection All India 
Wealth tax, Gift Tax and estate duty 
Statistics (Financial year Time Series) 
1959-60 to 1979-80, New Delhi. 
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in fact, did not go beyond 8-9 percent of the estates passing 
on death in the 10 years ended 1979-80, Table 9. It is possible 
that the average incidence has been low despite high marginal rates 
in the top brackets because of concentration of estates in the 
lower ranges and paucity of high value estates coming under the 
estate duty or because the reliefs and rebates which serve to 
roduce the effective incidence are availed in the case of big 
estates on a relatively large scale. 
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Cost of Collection and burden of compliance 
Collection Cost; 
The cost of administering the estate duty and gift .tax 
Act hov/ever is quite high relatively to that of other taxes. With 
.';luw tjrowth of collection, the proportion of cost of administration 
I () rcM/oiiue from the estate duty and gift tax is st:ead.ly (jc^ ing up 
,iiifJ now stands at 7-8 percent and 8-9 percent as compared to about 
.' per per cent for the income tax (Table 19). 
Costs of Compliance and harassment to Accountable persons: 
The cost of compliance too seems to be quite high-
Over 54 per cent of the dutiable cases is handled by lawyers. 
Even for obtaining exemption certificate the accountable person 
finds it necessary to engage represenatives (Lawyers etc.) in 
about 28 per cent of the cases. 
Compliance with the requirements of the estate 
duty entails costs in other forms too, not all of which can be 
quantified as reliable information of such costs is difficult 
together. One factor which not only involves some cost but also 
can be a source of harassment to people of small means is the 
requirement in the estate duty Act that no probate or grant 
of representation shall be allowed unless a certificate of 
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discharge from liability to duty is produced (section 55). Also 
every trustee, in whom any interest in the property passing on 
the death of a person or its management is at any time vested is 
liable to be treated as an accountable person (Section 53). By 
virtue of this provision trustees of provident funds usually ask 
for a clearance certificate.from the estate duty authorities 
hf>foro releasing the amount lying in the account of a deceased 
iii'.-iriber: . This compels the heirs of even low paid workers who die 
i lU'Mu,-, l. ur; iy to go to the estate duty office and apply for clearance. 
Recognising that this might give rise to hardship 
niui horrissmonl: , instructions were issued by the CBDT authorising 
the release of upto Rs, 25/000/- from provident funds without 
production of estate duty clearance certificate, subject to certain 
conditions. Nevertheless an impression of delay and harassment to 
heirs of persons of small means persists (vide observation of the 
Estimate committee in paras 3.21 to 3.27 of their Twentyninth 
Report) . 
While delay and thus hardship is sometimes faced in 
getting a clearance certificate even for an estate below the 
1. Estimate Committee. (1981-82), Twenty Ninth Report, Part II 
dutiable limit, delays occur more in the case of dutiable estate 
although it is -partly attributable to lack of response from the 
accountable persons. 
The cost of compliance is sometimes aggravated by 
inordinate delays in the completion of assessments finalisation 
of appeals, rectifications etc. 
Harassment, however, some times arises from reopening 
)( r,i.-,os following change of opinion on the part of the assessing 
fiu Ihor i L i es in matters vitally bearing on the assessments. A 
qiaring example is provided by the change in the mode of valuation 
of unquoted shares followed in estate duty assessments in the 
course of few years. 
Thus we see that several factors have however operated 
to dampen the growth of the base of the estate duty and thereby 
undermining its yield and efficacy. Of these the important 
ones are avoidance through gifts, operation of the Matakshara law 
of succession, transfer of assets to corporate entities and trusts, 
liberalisation of valuation rules for immovable property and equity 
shares, base erosion through judicial rulings and legislation weaken-
ing some of the anti-avoidance provisions of the law. 
To the extent estate duty is avoided through gifts 
which are subjected to gift tax transfer of assets within one's 
life time can not be regarded as a costless device for "avoidance" 
of estate duty. Unlike in the U.K. estate duty in India has been 
operating along with the gift tax since 1958. The rates of the ' 
gift tax are also higher than those of the estate duty at several 
levels and as Table-20 would show, the actual incidence of the 
gift tax has been higher than that of the estate duty at all 
levels. Nevertheless the preponderance of gifts of relateively 
:5iiinll size (less than Rs . 50,000) and the fact that in reality 
•f I • v/ G 31 .11 e s suffer tax at the highest rates prescribed in t ii e 
i I',/ .--iKicie,:? I; that: <i good part of the large estates probobly suffer 
!: 0 x.i t. i on at rates much lov/er than those which would have been 
afTp 1 i caL) I e had those estaes remained intact at the time of the 
owners' death. Avoidance of the estate duty and the diminution 
of large estates in this way would not be a matter for concern 
had this led to a genuine redistribution of wealth.In all 
probability this is not the case as transfers take place usually 
within the family. Therefore, if the estate duty is to achieve its 
objectives it is necessary to integrate the schemes of the 
estate duty and gift tax more closely. 
So far as factors underlying low yield and incidence 
of Estate duty and gift tax and high cost of collection and burden 
of compliance is concerned we reach to the following conclusions*. 
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l)Th6 gt(3Wth-af estate duty demand raised during the 
period 1970-71 to 1981-82 works out to 4.6 per cent per annum 
while that of collections comes to 6.9 per cent. The elasticity 
of collections with respect to demand works out to 1.47. The low 
yield of the estate duty can not therefore, be attributed to any 
serious drag in^ collection. The causes of low yield have therefore 
to be looked for on the side of demand rather than collections. 
2) A comparison of the figures of estate duty assessments 
witti l.hosG of wealth tax suggests that there may be leakages 
|).n:t. i cu J arly in the upper value brackets, affecting the growth oi 
I.lie l>ase of the estate duty either through avoidance or evasion. 
3) The possibility of evasion can not be ruled out 
specially with the increase in the maximum marginal rate from 
4 0 to 8 5 per cent since the mid 1960s. Along with inflation the 
increase in the rates castes a heavy burden on the legatees of 
large estates which can not but accentuate the tendency to 
evade. 
4) The average assessed value of estates has registered 
a decline in recent years. While the average value was around 1.72 
lakh in 1960-61 and 1.82 lakh in 1961-62 it:stood at Rs.1.61 lakh 
in 1978-79 and Rs. 1.68 lakh in 1979-80. Decline in the mortality 
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rates may have led to a fall in the aggregate value of the estates 
coming within the purview of the estate duty annually but 
does not explain the.decline in the average assessed value of 
the estates. 
5) Valuation constitutes the central problem in estate 
duty assessment, sample survey has shown that as much as 70 
per cent of the variations between returned and assessed 
principal value are accounted for by differences in the valuation 
of moveable and immoveable assets. 
G) The slow growth of the base of the estate duty is 
|)arLly attributable also to the weaknesses in the administration 
The Estate Duty Act is a notoriously complicated piece of 
legislation. This together with the absence of any time limit 
on the completion of the assessment results in delay's in the 
completion of assessment of large estates which sometimes drag 
on for more than 10 years. A review of a few sample cases 
showed that formidable problems are sometimes encountered in the 
assessment of large estates and the difficulties are often 
compounded by disputes amongst accountable persons for the duty, 
court orders regarding titles to certain properties and so on. 
7) The cost of administration of Estate Duty Act 
and Gift Tax Act is quite high relatively to that of other taxes 
with the:Slow growth of collections the proportion of cost of 
administration to revenue from the estate duty is steadily 
going up, and how stands at 7-8 per cent as compared to about 
3 per cent for income tax. 
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8) The cost of compliance seems to be quite high. 
Over 75 per cent of the dutiable cases is handled by lawyers. 
Even for obtaining an exemption certificate, the accountable 
persons find it necessary to engage representatives in about 
2 5 per cent of the cases. 
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FACTORS UNDER LYING LOW YIELD AND INCIDENCE 
OF ESTATE DUTY AND GIFTS TAX 
The low yield of tax like the estate duty and 
gift tax may result from either (A) a decline in the growth 
of collection relatively to demand, or (B) a decline in the 
growth of the demand for tax itself. Demand for the estate dut 
and gift tax may fail to grow when the base lacks elasticity 
because of leakages through evasion, avoidance or erosion 
through legislation and judicial interpretation, or the 
grant of reliefs and allowances on a liberal scale or 
intractable problems encountered in administering the 
implementing legislation or simply inefficiency. 
A) Elasticity of collection to demand: 
Figures of estate duty assessment and the amount 
of demand raised in the years 1970-71 to 1981-82 are given 
in the table 10. The growth rate of demand raised during 
the period works out to 4,6 per cent per annum while that 
of collections comes to 6.9 per cent. The elasticity of 
collections with respect to demand works out to 1.47 which 
is statistically significant (at 1% level). Although 
realization of death duties presents difficulty when, as 
is often the case, the liquid assets fall short of the 
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amount required to pay the tax, the low yield of the 
estate duty can not be attributed to any serious drag in 
collection. The proportion of collections to demand has 
remained fairly stable and in fact showed some improvement 
in the late seventies (column 9 of table 10). The causes of lo 
yield have therefore to be looked for on the side of demand 
rather than collections. 
B) Causes of lack of growth in demand: 
The growth of demand for tax depends on the 
number of effective assessments, the aggregate size of the 
base brought under taxation, the proportion of reliefs 
allowed in the tax otherwise payable and for a progressive 
tax like the estate duty the distribution of the base 
among the tax payers. 
(1) Leakages: 
Figures of dutiable cases completed annually since 
1972-73 show that while there has been some increase, the 
number Has fluctuated quite sharply from year to year (column 
5, table 10), and no clear trend can be discerned. It is 
therefore difficult to say whether lack of growth of demand 
63 
is due to a slack in the rate of disposals. Even if the 
disposals fail to go up, the reasons may lie in a fall 
in the mortality rates. In any case it is difficult to judge 
from the number of assessments made in a year as such whether 
all cases liable to estate duty are being brought under 
assessment every year. However/ a comparison ol the figures 
of estate duty assessments with those of wealth Tax suggests 
that there may be leakages particularly in the upper value 
brackets affecting the growth of the base of the estate duty. 
The proportion of assessments made under the 
estate duty Act and the value of estates assessed to the 
number of wealth tax assessments and the aggregate value of 
net wealth worked out for two periods, one for the years 
1964-67 (Period I) and the other for 1977-80 (Period II) is 
given in table 11. The assessments for which the proportions 
have been worked out relate only to individuals in the 
case of wealth tax and in the case of estate duty to estates 
consisting of assets belonging to the deceased in .his/her 
individual capacity,that is to sar , estates which do not 
include any Hindu undivided Family property. Table 12 gives 
the proportion of estate duty assessments to assessments made 
under the wealth tax Act for estates/wealth of all kinds 
(Individuals, HUF, etc.) for two periods. 
Assuming that the mortality rate among wealth 
owners is no.t very different among the different value 
brackets of wealth, one would expect on an average the same 
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proportion of wealth tax cases to come under the estate 
duty annually or over a given period in all brackets of 
wealth. Surprisingly this is not the case. While thete is 
some stability in the proportion of number of estate duty 
cases to the number of wealth tax payers in period 1964-67, 
in period 1977-80/ the proportion varies markedly between 
different values brackets, from over 3 per cent in brackets 
of less than Rs. 10 lakh to about 1% in the brackets above. 
It is also striking that there has been a decline in the 
proportions of estate duty and wealth tax assessments in the 
upper brackets in period 1977-80 as compared to the position 
in period 1964-67. While a decline in the proportion of the 
number of estates coming under the estate duty and tlioir value 
in the number of wealth tax assessments and net wealth assessed 
in the last fifteen years is not implausible - as life expec-
tancy has improved steadily in recent decades - the variation 
in the proportions as between the upper and in lower brackets 
appear to be too large to be explained away as accidental. 
The proportions in the upper value bractets in period 1977-80 
are also very below the mortality rate of the population of 
the country which is now about 1.2 per cent per annum. Even 
granting that life expectancy may be higher among the wealthy 
it looks highly improbable that the mortality of wealth 
tax payers could be as low as 0.46 or 0.48 per cent. The 
relatively high figures of 3.53 and 3.68 for the lower bracket 
do not look unrealistic since many small estates which were 
never a3Sesse'd to wealth tax are reported for estate duty 
asseissffl«nt in order to obtain clearance. 
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The comparisons attempted here suffer from several 
limitations since the threshold levels and exemptions for 
the estate duty and the wealth tax are not identical. The 
coverage of published data on the estate duty and wealth tax 
assessments is also not complete. But in view of the fact the 
many cases are reported for estate duty which were not liable 
to wealth tax and that the range of exemption in estate duty 
IS narrower than under the wealth tax if any thing, the pro-
portion of estate duty and wealth tax assessments should have 
been higher than the prevailing mortality rates. In the absence 
of any evidence of a dramatic decline in the mortality rates among 
owners of wealth worth Rs.20 lakh or more, the low proportion 
of estate duty to wealth tax assessments in the upper brackets 
suggests, prima facie leakage either through avoidance or 
evasion. 
It is possible that large wealth owners so arrange 
their affairs in their life time by giving away their assets 
or splitting them that only a fraction of their wealth remains 
to be assessed for.estate duty when they pass away. An attempt 
was therefore made to see whether gift tax assessments make 
up for the shortfall in the number of estate duty cases and 
the value of assessed estates by examining what proportion of 
the wealth tax assessments come under the estate duty and the 
gift tax taken together. The proportions do show an increase 
but the increase in the upper brackets is not appreciable. 
P&M8i%l^\ Wealth jtaK payers with relatively large wealth 
•siS^ i^ 4,..*ltei_..«lM..,.M..„Mi.«ii:,. iimi^MiL,.ha££i3m..^tbA±r jdamth t h.r. 
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gifts and transfers over a period of years so that the incidence 
of tax is lower than what a large estate has to suffer. Peihaps 
this more than any other factor explains the slow growth of 
the estate duty base especially in the upper value brackets. 
The possibility of evasion can not also be ruled 
out especially with the increase in the maximum marginal rate 
from 40 to 85 percent since the mid - sixties. Along with 
inflation, the increase in the rates costs a heavy burden 
on the legatees of large estates which can not but accentuate 
the tendency to evade. However/ instances ol evasion of 
estate duty coming to light do not seem to be many. The 
total amount of penalty levied for concealment of estate duty 
in Bombay, which handles the largest volume of estate duty work 
in India,came to only Rs. 8570 in the last five years (1977-78 
to 1981-82).The number of cases in which such penalty was 
levied was only 14. This and also the large.number of gift 
tax cases involving gifts of relatively small size (less than 
Rs. 1 lakh) coming up for assessment suggest that leakage 
of the estate duty is occurring probably more through avoidance 
than through plain evasion. 
(II) Decline in average assesed value of estates; 
Another striking feature of estate duty assessments 
over the last ten years is that not with standing the steady 
appreciation in the vaiie of assets, the average assessed value 
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of estates has registered a decline in recent years-(Table 13). 
The average value which was around Rs. 1.83 lakh in 1970-71 and 
stood at Rs. 1.61 lakh in 1978-79 and Rs.1.68 lakh in 1979-80. 
Decline in the mortality rates may lead to a fall in the aggre-
gate value of the estates coming within the perview of the 
estate dvity but does not explain the decline in the average 
v.iluo of the estates. Other things remaining the same, tlio 
possible reason for the downward trend in the average value 
are: (i) widening of exemptions, (ii) an increase in the share 
of relatively small estates in the aggregate value of estaes 
signifying less inequality (iii) a change in the composition of 
1:ho estates, assets with lessor poential for value appreciation 
(like cash and bank deposits) accounting for a larger proportion 
of the total or (iv) problems of valuation tending to restrain 
any upward revision of asset values in allignment with market 
trends. A substantial exemption value of one residential house 
upto Rs.l lakh was introduced in 1964. While this may be one 
reason for the decline in the average value in that year as 
compared to earlier years, it can not explain fully the lack 
of response in the average value of the estates to the appre-
ciation in the capital values since then. 
Table 8 shows that between 1964-67 and 1977-80 there 
has been an appreciable rise in the proportion of estates worth 
Rs. 5 lakh or less in the aggregate assessed value of estates. 
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TABLE 13 
Average Assessed Value of Estates 
(1960-61 to 1979-80) 
(Rs. lakh) 
Year 
Movable 
property 
in India 
Movable 
property 
outside 
India 
Immovable property 
in India 
Agricul- Non-agricul 
tural tural 
Total * 
(1 (2) (4) (5 
LO70-71 
1971-7? 
L972-73 
L9 74-/5 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
0.39 
0.34 
0.35 
0.40 
0.38 
0.37 
0.40 
0.45 
0.54 
3.43 
0.76 
1.66 
0.75 
1.46 
0.71 
2.71 
1.17 
1.12 
0.57 
0.50 
0.54 
0.63 
0.61 
0.67 
0.70 
0.78 
0.67 
0.69 
0.50 
0.5 7 
0.58 
0.59 
0.60 
0.63 
0.64 
0.68 
1.83 
1 .53 
1.64 
1.55 
1.5? 
1 .47 
1.59 
1.61 
1.68 
Note: *After deduction Source of 
rebates and basic data: 
allowances. 
Directorate of Inspectiofi 
Source: All India Estate Duty 
Gift Tax and Wealth Tax 
Statistics» New Delhi, 
relevant issues. 
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The proportion has increased from 75 per cent in period 1964-67 
to about 88 per cent in period 1977-80 while the proportion of 
the number of estates coming within these ranges remains the 
same [around 96 per cent of the total). This could be an 
important factor underlying the decline in the average value 
of the estates. The composition of the estates also has under 
gone significant changes as the proportions of immoveables 
has declined from 43 per cent in 1960-61 to 28 per cent in 
1979-80 (Table 14). Among the moveable assets, again the 
proportion of cash including fixed deposits and the residual 
item "others" has increased while that of stocks and sharer, 
and business assets has gone down. 
Ill) Valuation and Other problems in administration: 
That valuation of assets constitutes the central 
problem in estate duty assessments is borne out by the fact 
that most of the differences between the (Principal value) 
assessed and the value of the estate returned by accountable 
persons arise, out of differences in Valuation. To ease the 
task of valuation and- reduce the scope for disputes, a system 
of "Approved Valuers" was introduced soon after the introduction 
TABLE : 14 72 
Composition of Estates Assessed to Estate Duty 
(1960-61 to 1979-80 
1960-61 1965-66 1970-71 1975-76 1979-80 
. Imniovat:)lt^  property 
"i. n I n d i a . 
(i) A g r i c u l t u r a l 555 
(12.87 
( i :i ) Non-agricultural 1316 
(30.50 
Total 
Mov,ibl G p r o p e r t y 
( I ) -I n Iriclia 
(i i) Outside India 
Total 
1871 
43.37) 
2 3 2 2 
(53.82) 
75 
(1.74 ) 
2397 
(55.56) 
3. Assessment made under 37 
section 20-A. (0.86) 
4. Net value of interest 9 
in joint Family (0.21) 
property. 
925 
(11.49) 
2116 
(26.29) 
3041 
(37.78) 
4194 
(52.10) 
42 
(0.52) 
4236 
(52.62) 
(0.02) 
771 
(9.58) 
1442 
(11, .31) 
2973 
(23. .31 ) 
4415 
(34, .62) 
G859 
(53.78) 
2 75 
(2.16) 
7134 
(55.94) 
1205 
(9.45) 
1979 
(14.93) 
2714 
(20.48) 
4693 
(35.41) 
1 7 2 5 
(11.65) 
2 3 7 7 
(16.05) 
4102 
(27.70) 
78 60 
(59.31) 
60 
(0.45) 
7920 
(59.76) 
10018 
(67.64) 
28 
(0.19) 
10046 
( 67.84) 
639 
(4.82) 
661 
(4.46) 
5. Gross value of 4314 8050 12754 
estates (1+2, 3 & 4)(100.00) (100.00) (100.00) 
13252 14809 
(100.00) (100.00) 
Note : Figures within parentheses Source: All India Estate Duty, Gift 
indicate percentage of gross Tax and Wealth Tax Statistics, 
principal value of estates. (relevant issues) 
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of the estate duty.With the creation of the valuation cell, cases 
involving valuation of large properties are required to be 
referred to the valuation officer. Valuations are done by 
the assessing officers themselves after taking into account the 
valuer's certificate wherever such certificates are filed. But 
in the face of widespread under reporting of true values in 
registered documents/ municipal valuations based on the "fair rent' 
concept as required under the law in most parts of the country and 
1ihoralisation of valuation for wealth tax purposes, Lhe 
7\s&istant controller of Estate Duty who make the assessments 
jn the first place can rarely succeed in sustaining property 
vn 1 udt 1 ons even approximately near the prevailing m<u-koL price-;?. 
Asset which usually have some potential for appreciation 
are the equity share of companies. Valuation of shares of quoted 
companies usually poses no problem. It is the unquoted shares 
which creates controversies and provides scope for avoidance. 
In order to simplify the task of share valuation instructions 
were issued in 1968, reversing the guide lines of 1965 asking 
the assessing officers to value the shares of unquoted companies 
on the basis of the book value instead of the market value of 
the assets of the company as is done for the purposes of the 
wealth tax. The result has been that shares of companies are 
often valued far below-the breakup value of the assets at 
their current market value. This has encouraged wealthy tax 
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payers to. .transfer even pe^ rsonal assets like Jewellery to corporate 
entities at low values so that the values of the shares in such 
companies bear no relationship to their real worth. Because 
of some doubt about its legality on a strict interpretation 
of the law, this approach was questioned by the Revenue Audit 
carried out by the comptroller and Auditor General following 
which the instructions of 1968 were withdrawn in 1974 and the 
assessing officers were asked to proceed on the basis of the 
market value of the assets while valuing unquoted shares. E'.ut this 
ri I. teinpt does not seem to have been very f ru i. t f u 1 as one h igh_ 
('ourI: has held tliat the rule of valuation ol unquoted share:--, 
fc-'llov/od in wealth tax should be adopted for purposes of estate 
duty Loo. (Mysore highcourt in CED Vs J. Krithnamurthy, 99 ITR 87)-
'I'ho method of valuation of unquoted shares is currently under 
review. Whatever be the outcome of the review, the rule of share 
valuation followed since 1968 could not but affect the estate 
duty base and dampen its growth. 
(IV) Role of rebates and allowances: 
Valuation is not only the factor acting as a drag 
on the yield and efficacy of the estate duty in India. The 
estate duty Act provides relief by way of "rebates" and 
"allowances" on a number of items included in the principal 
value and these serve to reduce the duty otherwise payable . 
by about 12.15 per cent in th6 aggregate. Of these the most 
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important one are the rebates on interest of lineal descendants 
om HUF property and the sit - off for stamp duty paid for 
obtaining probate/ succession certificate etc. accounting for 
over 80 per cent of the total relief. 
Since 1960 the interest of descendants of the 
deceased in HUF property is aggregated in the principal value 
of the estate rebate. But rebate is allowed on their interest 
so that the descendant's share alone in the HUF property 
i.s taxed. Thus the aggregation of the interest of the lineal 
c:l''::">coiuJan ts serves merely to raise the rate of Lax on t;ho 
(JI •;.;{;:e 11da n t: ' s estates. 
This applies to the estates of all persons governed 
by the Mitakshara School of Hindu Law whereby a member of a 
MUF acquires an interest in the family property right from 
birth as a result of which interest in property passes at 
birth rather at death. Aggregation of the lineal descendants' 
interest for rate purposes compensates only slightly for the 
leakage caused in estate duty by the operation of this rule. 
The sample survey shows that in about 90% of the 
estate duty cases the deceased happens to be a Hindu (Table -15) 
and of them, 62 per cent belong to the Mitakshara School. 
TABLE : 15 
Distribution of Estate Duty cases According 
to Religion of the Deceased 
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Population structure 1981 Percentage 
Buddhist 1.66 
Christian 2.84 
[ l i i idu 8 9 . 5 7 
M i l ; : I i Ml / ' . (> I 
l;'.ir:;(::o 2 . ] 3 
Ol : .hors 1 . J 8 
TOTAL 1 0 0 . 0 0 
Source : Sample Survey by NIPFP^ 
New Delhi ; 1983. 
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(Table - 16). In the last two decades, the proportion of 
estates comprising wholly or partly joint family property 
in the total number of estates has registered a sharp decline 
from about 30 per cent in 1960-61 to about 13 per cent in 
1979-80 but the share of property wholly or partly owned by 
joint families in the total assessed value of estates remains 
surprisingly stable at about 20 per cent of the total. Moreover, 
many estates fall below the assessable limit because of the 
Mitakshara Law and their number remains unknown. Hence even 
though the proportion of cases involving HUF interest has gone 
down, the Mitakshara law continues to operate as a factor 
(jndermining the efficacy of the estate duty in India. 
Relief for probate, etc. also constitutes one of 
the factors reducing the effective incidence of the estate 
duty. The scope of this relief was enlarged in 1960 from 50 
per cent of the duty paid for probates etc. to 100 per cent 
and in some years, as in 1979-80, this accounts for over 
one third of the total relief allowed from the duty payable 
otherwise. 
AoidanGe" cf duty through gifts constitute a more 
potent source of leakages of the estate duty,The number of 
gift assessments is currently in the region of 69,000 a year 
i(< KlAD l i e / / ; 
-/•lss2? 
TABLE : 16 
Distribution of estate duty cases According to 
School of Hindu Law 
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Item Per cent of estates 
left by Hindus 
Dayabhang 
Mitakshara 
Others 
24.86 
62.43 
12.70 
'OTAL 100.00 
Source: Sample Survey by NIPFP, New Delhi 
1983. 
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(Table - 17) as against 12,000 or so dutiable estate duty 
cases. 
It is worth noting that a sizable fraction (about 
25 per cent) of the gifts are deduced from the base of the 
gift tax while a rather small proportion cf the reliefs in 
estate duty jsrclaimed on account of Gift Tax payments, which 
shows that most of the gifts are made well before the critical 
period which renders gifts intervivos liable to be deemed 
to pass on death. Another possibility is that the gifts are 
made in such a way that very little of the wealth of rich 
persons remain with them at the time of their death. 
Relief is also admissible for the tax paid on capital 
gains when any part of the estate is sold within two years after 
death and the sale proceeds are utilised in paying the estate duty 
r'uo . The amount of relief claimed under this head is not known. 
From the sample survey it appears that cases in which such relief 
is claimed are few. 
Some relief is granted also for the value of 
agricultural land included in the estates of not more than 
Rs. 2 lakh. This relief is restricted to 25% of the duty 
payable on the agricultural land in question. About 5 to 10 
per cent of the reliefs are accounted for by this head. While 
the reduction in the estate du-ty liability resulting from this 
TABLE : 17 89 
Assessments and Demand Raised in Gift Tax 
(1970-71 to 1981-82) 
Year 
Number of 
assessment 
Total demand Tax collec- Tax Collection 
(Rs crore) tion as per-cent of 
(Rs crore) demand 
( 1 ) ( 2 ) ( 3 ) ( 4 ) 
1970-71 
1971-72 
1972-73 
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 
34523 
42173 
48653 
55804 
65588 
74373 
76249 
71623 
81553 
63042 
60562 
68964 
4.18 
4.92 
6.24 
6.98 
8.08 
8.79 
9.43 
10.49 
21.08 
19.28 
32.52 
34.23 
2 . 4 5 
3 . 5 2 
4 . 0 2 
4 . 7 9 
5 . 0 6 
5 . 1 1 
5 . 6 7 
5 . 5 6 
5 . 8 5 
6 . 8 3 
6 . 5 1 
6 . 7 5 
5 8 . 6 1 
7 1 . 5 4 
6 4 . 4 2 
6 8 . 6 2 
6 2 . 6 2 
5 8 . 1 3 
6 0 . 1 3 
5 3 . 0 0 
2 7 ^ 7 5 
3 5 . 4 3 
2 0 . 0 2 
1 9 . 7 2 
Source : Directorate of Inspection (Research, Statistics 
and Public Relations), Research and Statistics . 
Wing, Monthly Progress reports. New Delhi. 
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provision does not seem to be large, absence of any definition 
of agricultural land in the estate duty Act sometimes creates 
problem in the categorization of vacant land. To overcome the 
problem, the income tax Act now provides a definition of what 
constitutes an agricultural land for purposes of capital gains 
In the absence of such a definition, vacant lands located 
in urban areas are in some instances shown as "agricultural" 
with consequent reduction in estate duty payable on them. 
V )Base erosion ftom judicial interpretation and amendment in 
Law : 
The base of the estate duty has suffered further 
erosion from judicial decisions and amendments bearing on 
nome of the vital provisions of the estate duty Act designed 
to counter avoidance. Reference may be made particularly to 
Lho intorprf^tat ion of section JO by the courts and the amend-
ments there to following in their wake resulting in the virtual 
withdrawl of a major anti - avoidance measure in the scheme 
of the estate duty Act. 
Then there are the institutions like discretionary 
trusts and "Debuttar" or religious trusts. Discretionary trusts 
proved an intractable problem in the administration of estate duty 
in U.K. to such an extent that the levy came to be referred to 
there as a "Voluntary tax". Apart from these trusts,in India 
the right to worship a deity and enjoy the fruits of looking 
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after the property settled on a religious trusts such as the 
right to reside in the properties settled on a deity has been 
held to be appurte^nant to the office of "Shebaitship" (worshipper) 
and therefore estate duty is not attracted on their passing on 
death, although somewhat paradoxically, such offices are 
pronounced by the courts to be heritable and subject to the 
ordinary laws of succession eg. Calcutta high Court in Satyanaraya 
Bagla V.CED (1962) 133 ITR 710. 
VI) Administrative weaknesses: 
The slow growth of the base of the estate duty is 
partly attributable also to the weaknesses in the administration. 
The estate duty Act is a notoriously complicated piece of legisla-
tion, being modelled on the UK law which has since been replaced 
there-by a new enactment levying the "Capital Transfer Tax". This 
together with the absence of any time limit ai the, completion 
of assessments, results in the delay in the completion of 
assessments of large estates which sometimes drag on for more 
than 10 years. The agewise distribution of estate duty cases 
pending final assessement is given in Table 18. In Bombay above 
over 400 cases with principal value of more than Rs. 10 lakh 
were found pending as or\ October, 1982 some of these cases 
are more than 10 years old. 
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TABLE : 18 
Analysis of pending Estate Duty Cases (Agewise) 
As on 31.3.1981 
Year Number of assessments Proportion of the 
sending total ( o ) 
1967-77 and 7005 19.53 
earlier years 
1977-78 4256 11.87 
1978-79 5628 ]5.69 
1979-80 7726 21.54 
1980-81 11247 31.36 
TOTAL 35862 100.00 
Source : Government of India, 
Report of the comptroller and 
Auditor General of India 1980-81, 
New Delhi. 
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A review of a few sample cases showed that formidable 
problems are sometimes encountered in the assessment of large 
estates and the/difficulties are often compounded by disputes 
among persons accountable (APs) for the duty courts orders 
regarding title to certain properties and so on. 
Gift Tax was introduced to supplement the effort 
of the estate duty. It was expected that estate duty and Gift 
tax taken together will solve the problem of inequality in the 
'.lis t r ibut ion of income and wealth. When Gift tax was not; Intro-
(liiced it was argued that estate duty are evaded through gifts. 
Tlius gift tax was introduced as a complement to the estate 
d u t y . 
But, a v o i d a n c e of duty through Gift constitute a more 
potent source of leakage of the estate duty. The number cf gift 
tax assessments is currently in the region of 69,000 a year 
as against 12,000 or so dutiable estate duty cases. 
It is worth noting that a sizable fraction (about 
25% )of the gifts are deducted from the base of the gift tax. 
While a rather small proportion of the reliefs in estate duty is 
claimed on account of gift tax payments, >which shows that most 
of the gifts are made well before the critical period which 
renders gifts intervivos liable to be deemed to pass on death. 
Another possibility is that the gifts are made in such a way 
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that very little of the wealth of rich persons remain with 
them at the time of their death. 
Following are the exemptions and . deductions in •. 
case of Gift Tax:l 
1. Immoveable property situated outside India 
including State of Jammu and Kashmir. 
P. Gifts of moveable property sLtuaLod outsido ind'in 
A gift of moveable property situated in tho State 
ol Janini\i and Kashmir as well as out of the India is oxempto<3 
Troni GilL tax unless the person. 
a) being an individual, is a citizen of India and 
is ordinarily resident in the said territories or 
b) not being an individual resident in the said 
territories during the previous year in which the gift is made. 
3. Foreign exchange gifted by non-residents: 
1. Government of India: Gift Tax Act 1958 (revised) (New Delhi 
Ministry of Law, 1983). 
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A gift of the foreign exchange made by the non-
resident individual to any Indian resident is exempted provided 
that foreign exchange is remitted from country outside India to 
Indian resident during the period 29.10.65 to 28.2.66 or such 
later state as the central governme'nt may specify by notification 
in the official Gazettee on this behalf and according to foreign 
Exchange Regulation Act 1973. 
4. Gift from Non-Resident (External) Account: 
Gift made by a person resident outside India from 
riiit of I: ho money standing to his credit in a non-res icier i L 
I'lxl.ornal Account maintained in India in any l^ ank in accordance 
with the foreign exchange regulation Act 1973 will be exempted 
from the Gift Tax. 
5. Remittance by an Indian citizen or a person of 
Indian origin who is not resident in India: 
6. Foreign Exchange assets. 
7. Saving certificate : saving certificates issued by 
central government which are declared by the Government to be 
exempted under this Act. 
8. Special Bearer Bond .1991: 
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Gift of property in the form of Special Bearer Bond 1991. 
9. Capital investiment Bond. 
10. Gift to Government or any local authority. 
11. Gift :to (Charitable institutions, Temples, Masjids 
Churchs, etc. 
12. Gift to Dependant. 
13. Gift to spouse 
14. Policy of insurance or annuities to the dependant 
15. Gift made under will. 
15. Gift made in contemplation of death. 
17. Children Education. 
18. Any reasonable amount by employer to employee in 
recognition of services rendered by the employee. 
19. Business gift. 
20. Bhoodan or Sampatidan movement. 
21. Gift to any individual: 
Above mentioned exemptions and deductions reduce the 
productivity of gift tax to a great extent. These exemptions and 
deductions have become the means of gift tax evasion. Tax payers 
manipulate their gifts in such a way that gift tax becomes 
negligible. 
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Indian tax system has been modified from time to time 
on the recommendations of the various expert committees. In 
spite of these modifications the present estate duty and gift tax 
is not satisfactory from the point of view of resource mobilisat ion 
lor economic development as well as for serving other objective 
viz. equity in distribution of income. 
At the time of introduction of the estate duty, there 
wan a bitter controversy about the imposition of death dul ior.. 
Certain disadvantages were expected. Now we do find LhaL oxpectocJ 
disadvantages have become real disadvantages ot the Estate duty 
Osnd these disadvantages are much more serious than the advantages 
of the estate duty,Following are the disadvantages of the estate 
duty: 
1) UNJUST: 
It is argued that a large number of bequests passes 
from the deceased to his widow or minor children and, therefore 
the receipt of title to the property does not represent a real 
improvement in the economic-well being of the receipient. Even 
before the receipt of the title the beneficiaries had full use 
of the property. Besides, the death of the person has actually 
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removed the chief source of family income. Accordingly/ the 
beneficiaries are worse off and the imposition of a duty is/ thus/ 
considered unjust. This .argument has considerable force but it is 
more an equipment in favour of a special treatment of bequests and 
gifts rather than against the imposition of death tax as such. 
Further, some bequests represent completely unexpected or windfall 
gains which may be considered to represent a far greater tax paying 
ability than usual income. 
2) LOW CAPITAL FORMATION: 
It has deleterious effect on capital formation. Freedom 
to dispose of one's property is necessary incentive to the 
accumulation of capital. Otherwise after a person has accumulated 
wealth, he will spend his money and time in idleness, waste and 
riotous living. By imposing death duty, the government seem to 
hold the sword of Damocles over the head of the person who has 
accumulated wealth. When a person knows that a part of his wealth 
may be a good part of it if it is large will be taken by the 
government, he will lose his interest in accumulating wealth. 
The incentive to save and accumulate is, thus adversely affected 
by the imposition of death duty. 
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3) IMPROVING UPON THE ABILITY TO SAVE; 
Death duty will impinge upon the ability to save. 
It cuts into part savings that would otherwise have gone to the 
heirs and they would diminish the latter's capacity for future 
saving. None will deny that savings are affected by death 
duty but then it is preferred for other resons. 
4) REDUCTION IN EFFICIENCY AND SCALE OF PLANT 
It is also argued that the death duty may break up 
effective productive units and thus affect national income. 
There can be a number of instances to show how small and indepen-
dent business units are broken up at the death of the owner. As a 
result of the death duty/ the small business are forced to sell 
themselves away to large monopoly concerns. Moreover, efforts, 
to keep estates liquid in preparation for a death tax may 
discourage their use in risk taking enterprises. However, business-
man have many methods - insurance gifts before death, instalment 
after death, etc. - to meet death taxes. 
In theory estate duty and gift taxes are among the 
better taxes devised by man; in practice, their field is dis-
appointing and they make little change in the distribution of 
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wealth. Tax rates are' high, but there are ways to escape them. 
The major avenues are the marital deduction, distribution of 
estates by gifts during lifetime, settlement of property in first 
for one or more generations, and use of the tax-free charitable 
foundation to maintain control without paying tax on the bulk of 
the estates. These problems can be solved, but the solutions are 
technical and some would regard them as unnecessarily harsh 
and in-consistent with the principles of property law. Although ..-
tax theorists almost unanimously agree that estate and gift taxa-
tion shouldplay a larger role in the revenue system. The public 
does not appear to accept the desirability of a vigorous estate 
and gift taxation system. The major obstacles to the improvement 
of understanding their major features and how they apply in 
individual circumstances. 
Although estate duty and gift tax has been in operation 
for nearly three decades now, but it is generally felt has not 
fulfilled any of the underlying aims. 
1) The contribution of the estate duty and the gift tax 
to the tax revenue of the government is not only small,it never 
exceeded 0.5 percent of the gross tax revenue of the.centre 
(i.e. before sharing with the states) the share of the two taxes 
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together in the tax revenue of the centre has declined steadily 
over the last two decades. 
2) During the period 1960-61 to 1982-83 revenue from 
the estate duty grew at the rate of 7.5 percent per annum and 
that from the estate duty and the gift tax taken together at the 
rate of 8.5 percent per annum as against a growth rate of about 
14 percent in the gross tax revenue of the centre. The revenue 
from the wealth tax and stamps and registration grew at a faster 
rate (13 percent and 11.6 percent respectively) than that from the 
estate duty and gift tax but the growth of the tax revenue of the 
centre and the state taken together has been even faster (14.3 
percent). 
3) While there has been some growth in the field of the 
estate duty at current prices - though at a much lower rate than 
that of the total tax revenue of the government ,in real terms the 
growth has been Virtually insignificant. At 1960-61 prices the 
total revenue from the estate duty and the gift tax increased Crom 
Rs. 4 crore in 1960-61 to Rs. 8 crore in 1982-83. 
4) As a revenue source, the estate duty has not been 
very responsive to increase in the GDP. The buoyancy of revenue 
estate duty with respect to GDP works out to 0.677 for the period 
1960-80. If allowance is made for the impact of the discretionary 
changes made during the period the elasticity of the estate 
duty might turn out * to be greater than its buoyancy but is 
iMSHII* to. be greater \ihm one. 
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5) The elasticity of revenue from the estate duty would 
be less than unity also with respect to the rate of growth of 
capital in the country or the rate of appreciation of the value 
of assets, particularly, real estates. 
6) The growth of estate duty demand raised during the .• 
period 1970-71 to 1981-82 works out to 4.6 percent per annum 
while that of collections comes to 6.9 percent. The elasticity of 
collections with respect to demand works out to 1.47. The low yield 
of the estate duty can not , therefore, be attributed to any 
serious drag in collection. The causes of low yield have, there-
fore, to be looked for on the side of demand rather than 
collections. 
7) A comparison of the figures of estate duty assessments 
with those of the wealth tax suggests that there may be leakages 
particularly in the upper value brackets, affecting the growth of 
the base of the estate duty either through avoidance or evasion. 
8) The possibility of evasion can not be ruled out 
specially with the increase in the maximum marginal rate of estate 
duty from 48 to 85 percent since the mid - 1960s. Along with 
inflation the increase in the rates costs a heavy burden on the 
legatee of large estates which can not but accentuate the tendency 
to evade. 
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9) The average assessed value of estates has registered 
a decline in recent years. While the average value was around 1.72 
lakhs in 1960-61 and 1.82 lakh in 1961-62, it stood at Rs. 1.61 
lakh in 1978-79 and Rs.1.68 lakh in 1979-80. Decline in the , : 
mortality rates may have led to a fall in the aggregate value of 
the estates coming within the purview of the estate duty actually 
but does not explain the decline in the average assessed value of 
the estates. 
10) Valuation consitutes the central problem in estate 
duty assessment. Sample survey has shown that as much on 70 percent 
of the variations between returned and assessed principal value are 
accounted for by differences in the valuation of moveable and 
immoveable assets. 
11) The slow growth of the base of the estate duty is 
partly attributable also to the weaknesses in the administration. 
The Estate Duty Act is a notoriously complicated piece of legisla-
tion. This, together with the absence of any time limit on the 
completion of the assessment results in delays in the completion 
of assessment of large estates which sometimes drags on for more 
than 10 years. A review of a few sample cases showed that formidable 
problems are sometimes encountered in the assessment of large 
estates and the difficulties are often compounded by disputes 
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amongst accountable persons for the duty, court orders,regarding 
titles to certain properties and so on. 
12) The cost of administration of Estate Duty Act is 
quite high relatively to that of other taxes. With the slow growth 
of collections the proportion of costs of administration to revenue 
from the estate duty is steadily going up and now stands at 7-8 
percent as compared to about 3 percent for income tax. 
13) The cost of compliance seems to be quite high. 
Over 75 percent of the dutiable cases is handled by lawyers. Even 
for obtaining an exemption certificate, the accountable persons 
find it necessary to engage representatives in about 25 percent 
of the cases. 
There can be .hardly any point in retaining a measure 
which fails to produce any tangible result. Any judgement on t.he ,. 
future of the estate duty therefore should proceed on a consi-
deration of whether it has been of any help in bringing down or 
atleast containing the disparities in the distribution of wealth 
and what underlies its low yield and whether it can be improved 
if administered with reasonable care and suitably reformed. 
To sura up the estate duty Act with an egalitarian appeal 
has failed to achieve its objectives in its implementation and 
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could hardly reckon with the cleverness and greed of the rich in 
India. It is no doubt a very complicated and complex piece of 
legislation with obstruse and almost esotoric provisions but 
the supporters of the levy may as well contend that the remedy lies 
not in abolishing the estate duty but in overhauling it in order 
to. meet the in-built in equities and complexities of the Act. 
However, the small yield of Rs. 23 crore in 1985-86 reduced 
considerably by the high costs of collection posed a formidable 
obstacle to the undertakings of the reform for an uncertain 
advantage. One has actually to look to maximum reservations amongst 
the people for the retention of what is called 'optional' tax 
in England. As things stand, the government should be lauded for 
taking courage in its hands and recommending abolition of the 
estate duty Act. In doing so, it has taken a step backwards 
in the over all interest of the nation, to use the famous words of 
Lenin, in order to go two steps forward towards a happier society 
with less misery and more hope, with less injustice and more 
opportunities and with less greed and more usefulness. 
The direct taxes enquiry committee presided over by the 
former chief Justice of the supreme court, Mr. Justice J.N.Wanchoo 
1. Economic Survey, 1985-86, Ministry of Finance (Economic Division) 
Government of India. 
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hos examined the measures to check avoidance of gift-tax and 
Estate duty • 'irj ' paragraph 3.73 to 3.77 of its final report 
presented in 1971. After considering the relevant evidence and 
citing copious reasons, the committee recommended the aggregation 
of gifts in the following terms: 
"We recommend that the gifts made by a person from 
year to year should be aggregated. Gifts upto a' total amount of 
Rs. 1,000 in a year may however, be exempted. Additionally, in 
order to avoid keeping record of petty items individual gifts upto 
Rs. 200 per donee may be ignored. Gifts made in any year should be 
taxed by applying the rate appropriate to the slabs in which after 
aggregation, the gifts fall, the provision should be made 
prespective to avoid unnecessary hardships. 
Aggregation of gifts is a feature of the tax system of 
the USA since 1932. The Wanchoo committee's recommendations 
were implemented in a modified form with effect from 1st April 
1976, through the taxation laws (amendment) Act 1975. A new 
section 6 A was added to the Gift tax act. 
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Gift tax was introduced to supplement the effort of tho 
estate duty. It was expected that, estate duty and gift tax taken 
together will solve the problem of inequality in the distribution 
of income and wealth. When gift tax was not introduced it was 
argued that estate duty are evaded through gifts. Thus gift tax 
was introduced as a complement to the estate duty. But avoidance • 
of duty through gifts constitute a more potent source of leakage 
of the estate duty. The number of gift tax assessments is 
currently in the region of 69,000 a year as against 12,000 or so 
dutiable estate duty cases. 
It is worth noting that a sizable fraction (about 
25%) of the gifts are deducted from the base of the gift tax, while 
a rather small proportion of the reliefs in estate duty is claimed 
on account of gift tax payments, which shows that most of the gifts 
tax payments, which shows that most of the gifts are made well 
before the critical period which renders gifts intervivos liable 
to be deemed to pass on death. Another possibility is that the 
gifts are made in such a way that very little of the wealth 
of rich persons remain with them at the time of their death. 
But inspite of the weaknesses of gift tax, this tax 
has got some significance in the tax system of India. It is true 
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that there can be hardly any point in retaining a measure which 
fails to produce any tangible result. Any judgement on the future 
of the gift tax therefore should proceed on a consideration of 
whether it has been of any help in bringing down or atleast contain-
ing the disparities on the distribution of wealth and what under-
lines its low yield and whether it can be improved if administered 
with reasonable care and suitably reformed. 
With the abolition of estate duty,it has been argued 
that the prime justification for having a gift tax, namely 
to check avoidance of estate duty has gone. It has been contended 
that given the relatively low yield of the tax (no more than 
Rs. 9 crore or 10 crores a year), its abolition would simplify 
the tax system with little loss of revenue. Furthermore, it has 
been pointed out that both income tax and wealth tax laws contains 
provisions for aggregation of income and wealth in the event 
of transfer of assets by a tax payer to minors and close relatives 
and these should provide adequate safe-guard : against avoidance 
of income and wealth taxes through splitting by gifts. 
These argument have been considered carefully and it 
has been concluded that on balance it will be preferable to retain 
the gift tax on the grounds of both equity and as a check against 
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nl:toii)pts to reduce tax liability to income and wealtli taxes 
through splitting income and wealth via the medium of gifts. In 
particular, enhancements of the exemption limit to take into 
consideration increases in prices since the present exemption 
limit was necessary. In the long term Fiscal policy Finance 
Minister announced the attention of the government to retain 
gift.tax and review its provisions with a view to rationalising 
them. The following amendments have been made in the gift 
tax act. 
A. The basic exemption limit has been raised from 
Rs. 5,000 to Rs. 20,000-
B. Gift Tax will be levied at a flat rate of 30 percent 
of the value of the taxable gifts. 
C. The provision relating to aggregation of gifts has 
;. been deleted. 
D. Certain exemptions like those relating to National 
Defence Gold Bonds, 1980 gifts to the spouse, gifts 
of policies of insurance, gifts in the course of 
carrying on a business, etc. and gifts to any other 
person upto a maximum of Rs. 500 are being withdrawn 
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Abolition of the estate duty is indeed a pragmatic 
and welcome one while doing so, the Union Finance Minister 
rightly observed that the estate duty had not achieved the twin 
objectives for which it was introduced namely, to reduce unequal 
distribution of wealth and assist the States in financing their 
development schemes. Also, the yield therefrom was only 
Rs. 20 crore whereas its costs of administration was relatively 
high.Since certain and desired changes has been made in the Gift 
tax act, it is expected that it will be useful instrument for 
reducing unequal distribution of wealth and assisting the 
states in financing their development schemes. 
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